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THE fiscal vear 1983 budget, re-
leased in early February, broadens
- the redirection of fiscal policy begun
last year by the administration. The
*main features of the new budget are:
* A rapid increase in national de-
fense spending;

* A decline in nondefense spending

other than for entitlement programs
* and net interest;

* Adherence to the tax reductions
passed by Congress last year, al-
though some increases in corporation
income taxes and user fees are pro-
posed.

.. National defense spending increases
18 percent in 1983 (roughly 10.5 per-
# cent in real terms, according to the
administration). Increases are pro-
vided for virtually all weapons proj-
ects under way; there are few, if any,
new projects in the budget. Major em-
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phasis is on improving the combat
readiness and training of forces, re-
moving the backlog of required main-
tenance of ships and aircraft, and
modernizing nuclear weapons and de-
livery systems.

Nondefense spending other than for
entitlements and net interest declines
24 percent. The administration’s pro-
posed program reductions more than
account for the decline. Major de-
clines occur in employment and train-
ing, transportation, and education.
Entitlements increase 5 percent, sig-
nificantly below their recent rate of
increase; the 1983 increase is limited
by proposed program reductions. (See
‘Entitlement Programs,” on page 25.)
Net interest increases 16 percent, re-
flecting large deficits and double-digit
interest rates.
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The Economic Recovery Tax Act of
1981 (ERTA), passed by Congress last
summer, is an integral part of the ad-
ministration’s economic program.
This act provided major reductions in
individual income tax rates and sub-
stantial depreciation write-offs for
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business, effective in 1981 and over
the next several years. (See the
August 1981 Survey oF CURRENT
Business.) The budget does not pro-
pose any modifications in the size of
the timing of these reductions. How-
ever, it does propose a variety of
changes which increase receipts $12.8

Tahle 2.—Federal Government Receipts and
Expenditures
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billion in 1983. The major changes in-
creasing receipts are: (1) changes in
regulations concerning completed con-
tract accounting, (2) modification of
the minimum corporation income tax,
(3) withholding on interest and divi-
dends, (4) acceleration of corporate
tax payments, and (5) higher airport
and airway taxes. Partly offsetting
the increases is a change placing the
railroad retirement system in the pri-
vate sector and extending full social
security coverage to railroad workers.
In addition, the administration pro-
poses to tighten enforcement and col-
lection activities of the Internal Reve-
nue Service, thereby increasing rev-
enues. The administration is also
seeking to increase various existing
user fees and impose new ones.

Economic assumptions

The economic assumptions underly-
ing the fiscal year 1983 budget are
shown in table 1. Gross national prod-
uct (GNP) in constant dollars is fore-
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cast to increase 3 percent from the
fourth gquarter of 1981 to the fourth
quarter of 1982 and 5.2 percent to the
fourth quarter of 1983. The current
recession is expected to end early in
1982 and to be followed by growth by
mid-year. Prices, as measured by the
GNP deflator, increase 7.2 percent to
the fourth quarter of 1982 and 55
percent to the fourth quarter of 1953.
It is expected that the moderation of
price increases that began last year
will become more general and signifi-
cant this year; beyond 1982, the cu-
mulative deceleration of inflation is
critical to the administration’s fore-
cast of sustained economic recovery.
The unemployment rate is forecast to
be 8.4 percent in the forth quarter of
1982 and 7.6 percent in the fourth
quarter of 1983, The rate is expected
to reach about 9 percent this spring,
before growth resumes. Thereafter,
the administration forecasts that
rapid growth will pull the unemploy-
ment rate down between one-gquarter

Federal Government Receipts, NIPA Basis
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and one-half a percentage point per
gquarter.

Unified budget

The unified budget deficit decreases
from $98.6 billion in fiscal year 1982
to $91.5 billion in fiscal year 1983
(table 2 and chart 5). Despite tax re-

* ductions, receipts increase $39.8 bil-

lion—or 6.3 percent—to $666.1 billion.

Table 4, —Relation of Federal Government Re-
ceipts in the National Income and Product
Accounts to the Unifled Budget
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Tax reductions provided in the ERTA
reduce receipts £38.3 billion in 1982
and #91.6 billion in 1983.

Outlays increase $32.3 billion—or
4.5 percent—in 1983, to $757.6 billion.
National defense outlays increase
$33.6 billion, more than accounting
for the overall increase. Nondefense
outlays decline $1.3 billion. Entitle-
ment programs and net interest in-
crease nearly 330 billion; all other
outlays combined decline more than
$31 billion, or 24 percent. These “all
other” outlays, which account for only
about 13 percent of the total budget
in 1983, will be 29 percent below their
1980 level—a 3-year decline of nearly
$40 billion—if the budget estimates
materialize, This measure exaggerates
somewhat the impact of the decline
on programs because it includes sig-
nificant increases in offsetting re-
ceipts (negative oulays in the unified
budget), such as sales of Quter Conti-
nental Shelf oil leases, user fees, and
sales of assets. For example, sales of
oil leases were about $4 billion in
fiseal year 1980 and are estimated at
218 billion in fiscal year 1983.

Current services estimates

Current services estimates show
what receipts and outlays would be
without policy changes. They are nei-
ther recommended amounts nor fore-

Tahle 6. —Breakdown of Changes in Federal
Receipts, NIPA Basis
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casts, but rather are a base with
which administration or congressional
proposals can be compared. The level
of outlays shown are those needed to
maintain on-going Federal programs
and activities at levels, in real terms,
of the preceding year. The estimates
also reflect the effects of inflation on
virtually all programs.

Unified budget receipts in 1983 are
%128 billion higher than current serv-
ices receipts, largely due to the pro-
posed tax changes discussed earlier
itable 3). Unified budget outlays are
$21.6 billion lower than current serv-
ices outlays, because proposed reduc-
tions ($43.0 hillion) exceed proposed
increases (§21.4 billion). Changes in
entitlement programs account for
about 30 percent of the reductions.
Management initiatives, such as sales
of Outer Continental Shelf oil leases,
and lower net interest account for an-
other 40 percent. A small reduction in

N CHART 7
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nations]l defense, including $0.6 bil-
lion for pay reform:, and reductions in
various other nondefense programs
maks up the remaining 30 percent.
Almest all of the reductions require
legiglation reducing auwthorized pro-
gram levels, The unified budget defi-

cit is $34.5 billion lower than the cur-

rent services budget deficit.

Federal sector of the NIPA 'R

BEA has prepared estimates of the
Federal sector on the national income

SURVEY OF CURRENT BUSINESS

and product accounting (NIPA) basia
consistent with the unified budget es-
timates {table 2). The estimates shown
in this article differ slightly from the
praliminary sstimates published in
early Febrnary in the budget; details
of the latter mre shown in Special
Anglysis B "Federal Transactions in
the National Income Accounts.” The
estimates in this article incorporate
reviged NIPA eatimates for the fourth
guarter of 1981 and more detailed in-
formation about tax and expenditure

changes in the budget.

Table 7—Selecind Tax Changes, N[FA Haals
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tailed discussion of the differences,
see the February 1930 Sukvey.) Table
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Tahle S—Breakdown of Changes In Faderal
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shows the relation between unified
budget outlays and NIPA expendi.
tiires,

Federal receipts on the NIPA basis
in 1983 are $686.2 billion, up §44.8 bil-
Lion from 1982 (chart €). The increase
iz the net result of an $83.5 hillion in-
crease due to higher tax hases and &
FI87 Dhillion decrease due %o tax
changes (table &), Enacted tax
changes—largaly resulting  from
ERTA—contribute £55.1 billion to the
increase, and are partly offset by pro-
posed %ax changes, which reise re-
caipts 315.4 hillion mere in 1988 than
in 1#22. Table 7 showe the direct
impast of selecied tax changas on
NIPA receipts.

Federal expenditures on the NTPA
basis in 1983 are 3T88.1 hillion, up
$46.7 hillion from 1922, As shown in
table & social gecurity benefite ac-
eonnt for over one-half of the 1983 in-
cresse; net interest paid accounts for
about one-third. Pay and pensions for
Federal employees are also up. Reduc-
tions ooour in various grents-in-mid te
State and local governments, subsi-
dies for agriculture and housing, and
in pur¢hases for the agricuitural price

Table 9.—Breakdown of Proposed Legpislation amd Adedinisieative Aetions, NEFPA Busla
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support operations of the Commodity
Credit Corporation. Chart 7 shows the
average annual rate of change for
NIPA expenditure categories and en-
titlements included in those catego-
ries.

Tahle 9 shows the impact on NIFA
expenditures of propased  legislation
and adminigtrative actions. In 1983,
expendituree are reduced $34 billion
and increased %22 billion by these
preposals; B0 percent of the increases
are for national defense purchases.

Table 10 shows the relationship be-
tween nationial defense outlaye in the
upified budget and nationsl defense
purcheses o the NIPA basis. In 1933,
outlays, which are recorded on a
checks izsued basis, increase more
rapidly than purchases, which are re-
corded on a delivery basis. The more
rapid increase in cutlays reflects the
gteap rise in procurement of mijitary
hardware, for which checks are issued
prior to deliveries, However, economic
activity may be stepped up prior to
sither check issuance or deliverice—
for example, when orders are placed.
According to the Council of Economic
Advisers, defense industries are be-

Table 1%.—~Relation of Nativnal Defenee Par-
chasey in the Mational Income and Prodacl
Aceownis to National Defenre Ouilays in the
Unifled Budget
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Tabde 11.—Federal Governmenl Reeelpis amd Expenditures, NIP A Basin
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ginning to build up inventories of
work in progress as components and
materiale move through the stages of
fabrication toward delivery, Accord-
ingly, this type of inventory accummu-
lation (recorded in the MNIPA's as
change in business inventories) will
he strengthened in coming quarters.
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Criarterly pattern.—On & gquarterly
beais, the Federal daficit incresses in
the third quarter of 1982 when
income tax withholding rates are cut
and socie] security benefits are in-
crensed. The deficit deelines for three
quarters thersafler, but increages
again in the third quarter of 1983,

25

surpassing itz 1982 high, when with-
holding rates are cut again (tabie 11).

The gaarterly pattern is estimated
by BEA with the cooperation of the
Office of Management and Budget,
the Socianl Security . Administration,

(Condéniced on p. 1)

Entitlement Programs

Entitiement pregrams are defiped in the 1933
budget as programs that provide benefit payments
for individuals whese eligihility is determined by law.
They conzist of cash and in-kind programs and may
be adminigstered direcily by the Federal Government
or a5 A prant-in-aid to State and local governments.
They exclude programs, such as agricultural subsi-
dies and revenue sharing, that provide payments
that are determined by legiclated formulas, Exam-
ples of entitlement programs sre: social eeccurity,
medicare and medicaid, unemplovment, food stamps,
aid to families with dependent children (AFDC), and
vetarans benefits, Because eligibility i established by
law, expenditures in the short run are not deter-
mingd through the appropriation process.

Growth of entitlementa

In fiscal yvear 1971, entitlements arnounted o $77.5
Lillion and accounted for 37 percent of total outlays.
Ten years later, they amounted to $305.8 biltior and
accounted for AT percent of total outlays. Over this
period, entitlaments increased at an average annual
rata of 15 parcent and accounted for over 50 percent
of the growih in total cutlays.

Beveral factors have contributed to this growth,
among them increases in the number of beneficiaries,
expanded coverage, and the introduction of new pro-
grams. Howaver, the maost significant factor in recent
years has been irdlexing—the automatic adjustment
of apending to changes in ptices or other ecopomic
variables,

Indexing pushes up the cost of entitlements in two
mein ways. First, it adjusts benefits for progrems
such az social security when prices are rising. Cor.
remily, sach percentsge-point incresse in the Con-
aumer Price Index (CFI) adds about ¥1.4 billion to the
ceat of social security. Second, it adjusts upward the
income limit for program eligibility, Eligibility for
the echool Junch program, for example, is detarmined
by reference to the poverty income level as defined
by the Federal Government, and that level is indexed
te the OFL. .
 Military retirement wae the first entitlement to be
indexed in 1963; eivilian retirement followed in 1985
Bocial security, the largest program, was indexed in

1976, Currently, most of the large entitlement pre-
grams ere indexed, either directly or indirectly. The
major exception is AFDC. Medicare and medicaid are
not directly indexed, but their costs incrense with the
general inerease in the costs of medical eare. Similar-
ly, sverape unemployment benefits, which are large-
Iy hased on a percent of wages, increase with average

wages,

Spending for entitlements i# alse highly sensitive
not ohly to inflatior but also to other factors. For ex-
ample, an increase of 1 percentage point in the un-
empleyment rate increases unemployment benefita
by %4 billion; other entitlement programs are affect-
ed by emaller amounts.

Reform of entitlements

The rapid growth and absolute size of entitlemenis
have brought them under increased scrutiny by the
administration and Congress. As noted, in the short
run thege programe are not controlled by the appro-
priation process. However, Congress can cut the cost
of entitlements by changing the laws that authorize
them. For example, the Omnibus Budget Reconciki-
ation Act of 1981 made changes that reduced entitle-
mentz an estimated $1L.3 billion in {iscal year 1982.
{See the December 1981 Surver.) The administration
is proposing additional reforms in entitlements other
then social security that would reduce spending $1.4
billion in 1982 and $12.5 billion in 1983, and $35.9 bil-
lion in 1987. These raductions cover medicare, educa-
tion, and Federal retirement as well as food stamps
and AFDC, which were reduced in 1981, Including
these proposals, entitlements in¢ressze 11 percent in
1982 and only 5 percent in 1983, but still account for
§353 billion or 47 percent of total outlays.

However, for several resgons, entitlament redue-
tions may be more difficult to achieve in 1982 and
later, Congresa may be less willing to approve large
reductions this year: I may be more difficult to cut
aducation benéfits than food stamps, and it will be
difficult to reduce physician and hospital reimburee.
ment rates under medicare. Also, earlier reductions
implemented most of the penerally accepted reforms
such as including a stepfather’s income in determin-
ing AFDC eligibility and limiting eligibility for trede
adjustment assistance.

Hi-¥I 0 - g2 = 4




March

facilities viewed as in excess of needs
remajned at 156 percent. Shifis in eval-
vation of facilities were most pro-
nounced in primary metals, chemi-
cals, and petrolenm.

NONMANUFACTURING
PROGRAMS

Spending in current dellars for new
plant and equipment by nonmanufac-
turing increased 1% percent in the
fourth quarter, to an annual rate of
32089 billion, following 2 3%-percent
increase in the third quarter. Air
transportetion reported a 44-percent
increage. Increases ranging between
4% and 2 percent were reported by

SURVEY OF CURRENT BUSINESS

trade, “communication and other,”
and =leciric utilities. Nonmanufactuy-
ing firms expect litdle change in
spending from the fourth quarter to
the firgt and a l-percent incresse in
the second. Plans for the second half
imply an average guarterly increase
of aboat 342 percent.

For 1982, planned spending in cur-
rent dollers by nonmanufacturing
totals $208.3 billion, 7 percent more
than spending last year. The largest
increases are planned - by “other
transportation,” 21 percent; and
“commupication and other,” 11 per-
cont. Smaller increases are planned
by gair {ransportation, & percent;
mining, 8% percent; railvoads, 7 per-
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cent; electrlc utilities, 7 percent; and
trade and services, 5 percent. Gas
utilities plan a 2%-percent decrease.

A decline in veal spending of 1.2
percent is pianmed in 1982 by non-
manufacturing induetries. Declines in
mining and public utitities more than
offset increases in transportation and
“sommunication and other.’

Starte of new projects by public
uiilities in the .fourth guarter totalad
$1.0 billion, commpared with $9.3 bil-
lion in the third quarter, Carryover of
utility projects totaled 3126 billion st
the end of December, down 8.9 bil-
lion from the end of September and
reflecting the cancellation of several
large generation projects.

(Continaced From p. 25)

and the Departments of Agrienlturs,
Labar, and Treagury. Receipts reflect
the petiemn of proposed and enacted
tax changes and the administration’s
projected quarterly pattern of wages
and profits. Expenditures raflect the
paitern of propoged legislation and se-
lected other items, such as cosi-of-
living increases in retirement benefits
and pay raizes for Federal employees.
Ali estimates are sessonally adjusted
at annual rates.

High-employment surpius or defi
cit—The high-employment surplus is
an estimate of the amount by which
Federal revenues would exceed Fader-
al expenditures if the eronomy were
operating at a high-emplayment level
of activity at current price lewvels.
Consequently, cyclical fluctuations in
the economy do not affect high-em-

Table 12 —High-Employment Surplun or
Dedlcit { —), N1P'A Basis
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ployment badget receipts or expendi-
tures. The high-employment sarplus
is therefore a measure, although an
imperfect one, of discretionary fiscal
policy. (Bee the MNovember 1980
Survey for a discussion of the limita-
tiong of the high-employment budget
and BEA’s methodology for calculat-
ing it. An article in the April 1982
SurvEY will updaie and refine the
garlier estimates.)

As measured on a high-employment.
bagis, the Federal asector of the
NIPA’s was in deficit in calendar year
1980 snd continues in  deficit—al-
though muach emallar—in 1981 and
1882, There iz a swing to swrplus in
the first half of 1982 before returning
t0 deficit in the second half, reflecting
the sccond stage of fax reductions
under ERTA and a social security
benefit incresse. In 1983, the pattern
iz repeated; the first half is in surplus
?.E]d the second half is in deficit (table



